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With the development of economy, China has become the second largest 
economy around the world, only second to the United States. China's coal 
consumption accounts for 70% of primary energy consumption and provides 80% of 
the country’s electricity. Therefore, to solve problems related to the coal industry of 
China has important strategic significance. 
This paper studies coal consumption using varying coefficient model, then 
discusses the current recession of coal industry. First, This paper outlines the issues 
such as resources, production, consumption, transportation, market reforms and 
international trade of coal. Second, this paper studies the impacts of coal prices, 
population, urbanization, and GDP on coal consumption with the co-integration 
model and varying coefficient model developed from the state-space model. Third, the 
current decline of the coal industry has been analyzed using findings from the models. 
The main innovation of this paper is to use varying-coefficient model to study the 
problems of the coal consumption. 
The results show that there are clear policy implications: First, an efficient 
system of the coal market should be established, for it’s the foundation of market 
pricing. Second, to effectively control the demand for coal, there is a need to improve 
energy efficiency and industrial restructuring. Third, as the price of coal might surge 
when China imports too much coal from international coal market, the qualified 
companies should accelerate the process of internationalization as soon as possible. 
Last, the current downturn in the coal industry gives a chance to push forward various 
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